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Secretariat, Senate Select Commiittee on Superannuation & Financial Services

Parliament House
Canberra ACT 2600

Re: Further comment on questions asked by Senators at the Brisbane public meeting,

Dear Sue

As you know, [ was asked to attend the Brisbane commiftee meeting on 16™ June. T have been giving further
thought to some of the questions that Senators asked me on that day. These issues include the following:-

' Senator Lightfoot asked what would [ do with an investor who wanted high returns but no risk. This
is a very important question, which financial planners are often faced with. 1 enclose a copy of the
FPA’s Practice Guideline for Risk Disclosure. This might help the Senators understand how as financial
planners we need to deal with this, and why. If you refer to Section 2.11 on page 5, you will note our
obligation to “provide an explanation of the nature of the investment risks involved in terms that
the client is likely to understand.”

Explaning the nature of the investment risks involved in terms that the client is likely to
understand is a non-trivial task. It involves making a proper assessment of the client. It also involves
the process of explaining. But most importantly, it involves the education of the client. And as 1
mentioned in answers to questions on the 16* June, it is my experience that the education process (to
get a client to a level of knowledge that I might be happy with) to best help a client achieve their
objectives, takes about 2-3 years. {Just to complicate things, as we have seen over the last few years,
the experts don’t always agree on the “nature of the investment risks”, as experts have argued over
whether we were seeing a classic speculative bubble in stock markets or whether there was a sustainable

basis for some very high Price/Earnings ratios.)

It is therefore very clear that Senator Lightfoot was putting his finger on a very key issue. Because a
financial planner must “provide an explanation of the nature of the investment risks involved in
terms that the client is likely to understand”, the financial planner cannot provide the best
possible advice until the investor is prepared to learn and understand about investment risks.
Sometimes it takes new clients and regulators a while to appreciate this point. And because this task is
usually non-trivial, necessarily the costs are non-trivial.

. A number of questions (from Senators) suggested to me that the role of a financial planner was
not clear. While it is true that there is a wide range of different types of services from different
financial planners (as there is a wide range of different types of services from accountants), there are
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some common themes in the role of the financial planaer. Lenclose a few pages from the “Users Guide™
that I give new clients (not for publication ... just to assist the understanding of the committee). This
should give you a greater sense of the tasks involved ... and why financial planning is such a time-
intensive task.

I also sense that Senator Sherry is sensitive about the magnitude of costs of a financial planner.
Perhaps the Users Guide, by helping to clarify the amount of time required, will aiso help Senator
Sherry appreciate why costs are what they are. One of the challenges before the Committee (and perhaps
before the financial planning community) is how some subset of quality financial planning services can
be made more avaiiable to the public. From an advisor’s perspective, one of the biggest obstacles to
providing a lower cost subset of services, is financial risk to the advisor.

Perhaps Senator Sherry’s concern about costs relates to over-charging by some advisors, failure to
disclose fees or some other unethical behaviour. Unfortunately, as with all professions, there is always
going to be some who do not behave as ethically as the community would like. The Financial Planning
Association (FPA) is also very concerned to climinate unethical behaviour and I think you will find that
it is increasingly difficult for an advisor to retain membership of the FPA, if there is evidence of
unethical behaviour. However, clearly the FPA cannot impose sanctions on advisors who are not

members of the FPA.

Lvn Allison asked whether there was “any other relevance” of the mining industrv’s seemingly
poor performance. My understanding is that the Committee is interested in Australia becoming a
financial centre for Asia. Why would we want Australia to become a financial centre for Asia? Surely
the only reason could be, “that by doing so, we could improve the standard of living for Australians”.
So one of the points I was making was related to the broader question, of “what obstacles there were
to Australians having a higher standard of living”, My view was that | felt that, in its current form, the
mining industry may be more of an obstacle to a higher standard of living, than a help. From the graphs
that ] provided the committee, superficially it would seem {from a Boston Consulting Group style of
classification) that the mining industry in its current form, is a “dog”. The Boston Consulting Group
(BCG) would go on to suggest that with a “dog”, you should be looking to either 1) turn it into a “cash
cow” [eg by requiring higher royalties}, or 2) get rid of it, or take some other action to help it make a
positive contribution. It seems unlikely that you could revert the mining industry back into a “star” (the
remaining BCG classification) as it clearly was early in the twentieth century.

Please also note that the enclosed AFR news article which raises some related issues.

Further, on the question of Australia becoming a major financial centre for Asia in my 14 June
submission extension, I suggested that this was a pipe dream. Yes, 1 do think that there are short-term
opportunities for Australia to sell more our expertise for financial services into Asia, but over the
medium-term | think that it is already virtually certain that the major financial centre for Asia (outside
of Japan) will be Asian. I think we are already in the end-game of these developments and probably too
late for Australia to have a major bearing on the outcome. (This is not to say that Sydney cannot play
some more minor role as a financial centre in the region ... or play a role in co-operation with the
world’s major financial centres). The only question is, what form it will take. So let us consider what
form it might take, because that will help us to understand how Australia can play a more
complementary role.
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Tokyo is already a major financial centre in Asia of course. Where else might a major financial centre
spring from? I would ask you to think 10 or 20 years down the track, and think of the possibilities. Let
us consider the economies of Singapore, Taiwan and Hong Kong, and let us compare this to Australia.

Population GDP in US§ Per Capita GDP in US$
Australia 19million (2000) USS$367b (1996) US$20 090 (1996)
Singapore 3.2miltion (1998) US$93b (1996) US3$30 550 (1996) ie.1.5 x Aust
Hong Kong  6.6million (1998) US$153b (1996) US$24 290 (1996) ie. 1.25 x Aust
Taiwan 21.8million 1US$297b (1998) US$13 900 (1998)
S+H+T 3 Imillion USS543b
Source: Encyclopaedia Britannica

Why are these statistics of relevance?

. What if, over the next 10 years or so, Singapore, Taiwan and Hong Kong created a merged
financial centre? Please note that in combination, these 3 economies already have a 50%
larger economy than Australia and a 50% larger population. Keep in mind that a few weeks
ago in Sydney, the deputy prime minister of Singapore expressed a view that it was “inevitable”
that Taiwan would be merged back into China. With the globalisation of the world (for
companies and countries), opportunities like the merging of the above three will probably
become political imperatives. However, other patterns may well develop and perhaps we might
influence the final patterns if we put our minds to it. Lets make sure we focus our efforts where
we can have the biggest influence in improving the standards of living for Australians.

. I also wanted to use these statistics to further highlight how far we have already fallen behind
the per capita GDP of some of the countries to our north. Needless to say, Japan’s per capital
GDP is already twice ours. As a country, we must focus on this problem or we truly will
become the poor nation in Asia. While this is not the focus for your committee, I think your
committee (together with others) has to consider this issue. Your committee can help
Australia find solutions to this problem. Otherwise, why even bother considering the question
of “making Australia a larger financial centre?

Yours Sincerely
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Certified Financial Planner
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FPA Risk Disclosure Guideline.
Excerpts from my “Users Guide” to give you a greater sense of the process of financial planning,
AFR article “How the West lost its sway in the East” dated 21/6/00.
~ AFR article *“Resource sector under stege” dated 29/6/00. _
Corrected Hansard of the Committee meeting of 16" June 2000, — ~.c: + - M«,L e
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How the West lost its sway in the Fast

Peter Hartcher reports on
anew anti-westernism
among East Asia’s elite.

The paneilists at the conference on
Asia were supposed [0 be discussing
something else, but there was a big,
submerged issue which conld nat be
supprgssed.

It was the South Kcrean speaker
who first breached the idea: that the
East Asian nations build a SUS100
bitlicn (3170 bildon) fund o pratect
thpmsekvmlns: Crisis because
they could no 1onger (rus: e West.

And one alter another, speakers
at a major regional conference this
month endorsed the concept of an
Asian Monetary Fund - the Inden-
eslan cenrral banker, the Singapor-
ean finance official, the former
Filipino Cabinet minister.

These are ne ignorant neo-rightist
bigets but men cducated A the best
dcm Harvard
and Oxford and the London Schaol
of Economivs — bicultural, fluent in
English and leaders in ther natonal
elites” B
—There is much more support for
this idea than 1 eapected,”” sald Mr
Yung-Chul Park, chairman of a
key State-owned banl, the Kaorea
Exchange Bank. “The grisis was
really painful and humiha[ing and
ey are_prepare T aut to
.orﬁ:mimcr GITSIE,

“We simply cannot wait_for the
Group of_Seven [richest industrial
up_of oW
conncres] to raform the intrmadiong!
ysten). Because | s & _going 1o cing to be
NOWRETE WhEr the Text crisis hits.
Thév will not be there 1o rescue us.”

“BGross Easl Asid tners TS
tration with perceived Western neg-
{lgenee and the high-handsdoess of
the Washington-based Iateruational
Monetary Fund.

At i core lies a new anti-
Amencanisne A leading intellechial
and former Finance Secretary of the
Thilippines, Dr Jesus Estanisiao, said:
““When peo ie reall thini what they
medn by A ey mean, 'US

as{ Asia, ¢

OTJI iet's dD HI_L!I_]gS Ol'l OIr WL
East Anan opinion leaders ziso

fccl a new sense of shared threat.

We have learned thai one

on 1818 18 00 [onger a feniote
fird but _inur__p'roblem the next
niothing,” said one of the Japanese
advogates of the fund, Mr Hajime
Shinchara, the deputy governor of
the Deposit Insurance Corp, a
government entity.

At the instigation of Japan's
Finance Ministry, Mr Shinohara has
been moving abaut the Tegion pro-
posing a fast-moving 3475100 billicn
tund — with half the capital contrib-
uted izulpan — anda ioﬁo based

segretarial of 200 to 300 staff.

Australia is on the wrong

length in Asiar ¢ i

mt 2gainst the West is just too strong at the moment.

Phetg: AP

Not only white, but beyond the pale

Peter Hartcher

Why can’t Australia be included in the
new groupings taking shape in Asia?
““Because you are white,” comes the
answer from a leading intellechsal and
former Finance Segretary In the
Philippines, Dr Jesus Estanistao,
fran’t get bim wrong. He supports
Austratia  and  New  Zealand's
inelagion. = There are 2 pombes gl us
who are very uncomlortable with a
narrosw, racially hased regienaiism.
** But despite all the denials, much
of the energy driving Lhe new agenda
is just that. [1 has a strong emaotional
momentum,’”* savs Dr Estanislao.
the FPhilippines representative on
APEC's Emtinent Persons Group.
“That's why it’s a good idea to
bring Awustralia and New Zealand in
- it would defuse it, make it less
racial, mare open, ta make sure we

The Japanese first advanced this
idea in 1997 a5 the crisis broke. Iy
was yetoed by the US and_opposéd
by. .ﬁpsuma. These governmenis
feared it would be a Japanese-run
slush fund Fer buying political
influence. handing meney uncon-
ditienaily 1o ¢ountries in crisis, |

This left the IMF as the unchal-
lenged dispenser of emergency
credit, the arbiter of economic
palicy across half of Asia.

As a result, Asiaweck magazine
decided that the most powerful man
in Asia it T99% was Bt at Asian or
even a resident of Asia, hul the
IMF’s then managing director, Mr

Mwhe _Camdessus, Although Mr

don't create a dividing line across
the Pacific.”

Dr Estanislay, Harvard educated,
was Cory Aquing’s Seeretary of
Economic Planning and
Finance Secretary. He is now, among
other things, president of the Insti-
wte of Corparate Directors.

“Australia and New Zealand also
have a lot to bring to the table - on
SOEROrAte spverpance for example.
where you have a different uxperl-
ence and therefore a good contri-
butien 1 make.”

But the climate of Asian neo-
nationalism and resentment against
the West is just ton scrong at the
moment. he says.

He adds ihar Australia damaged
itself in the eves of the region by being
seen to be too aggressive and jingoistic
in East Timor. ““That hardened
sentiment agains? Australis.”

later-

Aunstralia has not been invited to
join the new trade, finance or
political groupings taking shape in
East Asia.

But the region lbams particutarty
large for Australia - it buys exactly
half of everything that Australia sells
to the world. Tt is alse, of course, the
region in which Austrzita must fied
its security.

The se

ar de.yury gavernor of the
central bank of Indonesia, Prufe S0
Anwar Nasution, says that Australia
should be inelnded: ““You bring
sume of {he goud Angio-Saxon tra-
ditions with yeu, for example your
approach to edecatinn,

“In East Asia we still have the
mandarin model - you have to
massage the leg of the guru before he
mj_? you anvth rm —

“*Australia is not 3 big market hut
vou are rich in rescurces and ideas.”

Cuamdessus is French, his policies
were widely ssen as being those of
the IMF's biggest shareholder, the
US Government. This smartad.

S0 now the idea of an Asian fund
has new momenturn. East Asian
elites are being drawn together by a
powerful sense of post-crisis reglon-
alism. [t is part reasen, part emaotio:.

It exténds well Bévond the Asian
Moactary Fund. There i new vig-
obr_in exploring regional wrrange.
ments in finance, rade and pontcs.

‘*At the OIne of the crisis i1 Asid,
people ware sceprical about regional
selutions. But now there is 2 ground-
swell in favour of them, ' said a man
who works closely with govern-

ments on these issues, the manager
of the regional economic monitor-
ing urit a1 the Asian Development
Bank, Mr Pradumna Rana.

“Trade co-pperation s already
under way 2nd 00w Wwe are moving
intd monetary arsas, 1ts a regional
watershed.

“You have to understand how
dramatic this change is, ASEAN [the
Association of South-East Asian
Nations] for 30 years had a principle
of non-interference in each other's
affaws. Now governments are sub-
mitting to peer review of their
€CONOMIC POLCIEE.

Tt Is maybe not so different o
Europe in the late 19305, he said,

referring 10 the dawning of Curo-
pein infegration.
Japan dqmmaus the sconomy of

East Aiia. [1s annuai cutpui is worth
about 317545 trillion, about haif
thar of the US. Even_after a decade
of stagnation Japan s is ‘:n]! the
world’s iDiggest economy
and twice the size of that of theTiext-
ranked, Germany.

“Th rést of Cast Asia — the larger
nerthern seonomies of China and
South Korea, plus the clutch of 10
smailer ASEAN members -~ has an
annual cutput worth SUS2.1 erillion.
The region's total economy of
$11S6.6 trillion means it accounts for
about 3 fifth of world ourput

These countries are already more
closely integrated: collectively, 53 per
cent of all East Asian rade is with
uther East Asian countries, compared
o only 30 per cent in 1996,

Now they are working on agendas
that would bring them much closer.

In trade, there is feasibility work
under way on two major initiatives.
Both are in their infancy. Cue s the
ASEAN Plus Three proposal for a
free-rade area embracing all ast
Asia. The_other is for freer trade
between Japan and Soulh Korea.

Tn finance, the governments of
East Asia apreed last month on the
sa-called Chiang Mai Initiative, a
natwork of currency swaps between
member countries to aillow them
greater liquidity in the event of
crisis. Now there is pressure to move
towards an Asian Monerary Fund.

In politics, there is a mushroom-
m% of meermgs but the most

significant may be the ASEAN Plus
Three agrecment 0 an  annusi
heads-of-government meeting.

Bul there are as many differ-
ences between the East Asians as
similarities, and obstacies aplanty
to integration.

The chief sirategist at Singapore
consuitaney Strategic Ineelligence,
Dr Yuwa Hedrick-Wong, said:
“There might be something in It
politieally for the ASEAN Plus
Three o get togather, bhut from an
econgmic point of view this so-
called new regionalisrn is already an
anachronistic idea.

“There s & global market and
these countries are part of it For
example, everyone excepr Malaysia
hes given up on the idea of & nadonal
cur project — the Chinese, the Thais,
the Indonesians and the Koreans
have all abandoned the idea’””

The Kerea Exchange Bank's Mr
Park agrees that there are problems
1o surmount in advancing reglonai
integration: *'The only way to get a
consensus  in East  Asia,” he
quipped, “‘is for me to threaten o
punch all the other guys.”

| This concludes u three-pari series.
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well  positionad  te

Toun
-xpand.
While Normandy is one af
- world's largest gold pro-
woers, it could also be a turger
“ar e likes of Sguth Africa’s
wnglGod and Barrack Gold
the US becaust or 18 pre-
wiun Suile OF ALSITOLZN Assets.
BHP has concentrated on a
wussive  restructuring  under
el exzrutive Mr Paul Ander-
1, who has putl the company
pasition to become a major
sbal minerals plaver through
quisitions and alliarces,
The cdrop in impartance has
U been restricted to Australia,
ith the total marker capitalis-
ion of global resource com-
semies at about 3US400 billion
2670

biliion), or zbout 2 per
at of the capitalised value of
a2 worid stocks.

A glokalisation in the sector,
wighhghted by mergars in the oil
ustry  and  Rio Tinw’s
sxeover of CRA and mop up of

‘amalce, nas alsc contributed
3 the massive reduction In its
weighting in the equitles market.

The demise of local ownership
1es raised concerns about “sell-
2 off the farm™, although the
:deral Government is unlikely

slow the process through its
rzign investment [aws,

We certainly haven't picked

5 any barrage from the
Jovernment on rationalisation
a the sector being detrimental
o Australiz,”” sald Auswralian
Zoid Council executive direc-
ar Mr Greg Baros,

He said that if regulatory
wurdles,  including  Foreign
svestment  Review  Board
uiTements, were Overcome,
: Government was Supportive.
“Itis 2 two-way street. I[tis an
fustry which is becoming
reasingly borderless,” M-
ns said.

The need to get biguger to
mpete globally is expected to
o8ar the ratlondlisation in
wstralia,

There  were  'a variety
-:30ns for the accelerating
<e of takeovers”, Rothschild
vusiralin Asser Management's
:ssurces  portfolio manager,

- Stuart Dodd, said.

The low value of the Aust

un doflar had helped. Bur,

- Dodd said the cheapness of
.atrelian resource siocks rela-

¢ 1o international companies
25 & bigger factor.

{115 a guestion of value, and

Explosive issue? North has labelled Rio Tinto's takeover bid ‘a very theap opening shot'.

right now the managers of
resOUrces COIMPpArnies are recog-
nising it is more rational to grow
their businesses through mergers
and acquisitions,” he said.

The largest of the mooted
takegver targets s WMC, which
could become a break-up play.

Its alumina joint venture
partner, the financially strong
Alcoa Inc, could take the
opportunity 1o gain control.

Analysts are divided about
whether WMC is a target or an
acquirer. It is tipped as a likely
buyer of North's uranium off-
shoot, Energy Resources of
Australia, should Rio succeed
with its bid for North. .

Companies with corporates as
a strong presence on their share
registers are alse obvious targets.

These include Goldfields,
which now has South Africa’s
Harmony Gold as a 19.9 per cent
shareholder; minerals sands pro-
ducer Ticor, already controlled
by South Africa's Iscor; and coal
group QCT Resources. QCT
could be in play after oil and gas
producer Santos Lid decided its
34 per cent stake in the Brisbane-
based company was nc longer a
core investment.

in the oil and gas sectar, Qil
Search could be vulnerable
once development approval of
the PNG-to-Queensiand gas
pipeline was gained. Woodside
has approximately 15 per cent
of the company.

Laterite nickel miners Ana-

conda Nickel and Preston Metals
alsc possess valuable assets,
Anaconda’s price soared to its
highest level in three years this
week after major shareholder
Anglo American revealed it had
increased its stake'to 24.16 per
cent from 23 per cent.
According to scme analysts,
many of the best operators
have already fallen victum
to takeovers or mergers. -

#“The demise of local
ownership has
raised concerns
about selling
off the farm.”

“We are running out of
suspects,”” BT Funds Manage-
ment’s head of equities, Mr
Steve Giubin, said. *“The bane
of the [resources] industry has
been _verv poor Ieturns on
capital employed.”

The drive for global resource-
sector mergers was driven by the
need to improve capital returns.

This was being achieved by
company mergers to produce
growth rather than building
new mines that added to global
production, forcing commodity
prices lower and damaging
company profits.

““The_listed {resources| sector
will shrink and it has oaly itself
to blame Because of its poor

‘ﬂ/Sd Go\./f‘ ﬁQ/I'Cv] .
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return on capital over a long
period,” Mr Giubin said.

Among the prey in the past
year have been QNI Ltd,
Comaleo Ltd, Ross Mining,
Acacia Ltd and Great Central
Mines, who have all disap-
peared from the stock exchange.

Nevertheless, companies such
as AngloGold and US-based
Homestake Mining are showing
an unabated appetite for Aust-
ralian assets,

Yesterday in Paris, AngloGold
executive director Mr Kevin Wil-
liams reiterated his company’s
mterest in local stocks even after
recently  acquiring  Acacia
Resources. He said AngloGold
would buy more Australian
assets but was interested only in
companies that produced gold
at under 3US200 an ounce.

Aurora Geld and Delta Geld
{before its recent Solomon
Islands problems) each fell in
that category.

Recently the bulk of Aust-
raliz’s coal industry has been
soldin a dramatic consolidation
of ownership, and the world’s
aluminium industry has ¢on-
tracted to five main plavers.

Ric Tinto’s move to [Q0 per
cent ownership of Comalco was
followed by Capral Ltd’s sale of
its. Kurri Kurri  aluminium
smelter to Germany's VAW
group. In Victoria, Alcoa took
over Eastern Aluminium to
consclidate its position as major

owner of the Portland Smelter. i _
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